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examine, we did not determine if the costs of the approval processes
used to help meet these goals outweigh the benefits they provide,
and what aspects of the processes might be unnecessary.

Figure 7
Number of Months Needed to Approve Applications Related to New Power Plants
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Sources: Information provided by the California Independent System Operator (CAISO), the State Energy Resources Conservation and Development
Commission (energy commission), and the California Public Utilities Commission (utilities commission).

* Both the CAISO and the energy commission require the completion of a system impact study as part of their approval processes. For purposes of this
graphic, we aligned the approval processes at the point when each agency’s timeline shows a completed system impact study. The CAISO’s timeline
shows this study occurring about a year after the start of its approval process. The energy commission’s timeline shows this study occurring at 100 days.

T An application for a certificate of public convenience and necessity from the utilities commission may be initiated concurrently with other approvals.
However, the utilities commission cannot issue this certificate until the developer obtains approval for the power plant from the energy commission.
Because of the absence of a more detailed requirement defining how the two timelines relate to each other, we placed the midpoint of the utilities
commission’s timeline at the end of the energy commission’s timeline to indicate how the two might overlap. Further, according to staff of the CAISO,
the energy commission, and the utilities commission, a power plant can begin providing power at a reduced capacity over the existing infrastructure
until the necessary upgrades to transmit power at full capacity are completed.
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We conducted this review under the authority vested in the California State Auditor by Section 8543
et seq. of the California Government Code and according to generally accepted government auditing
standards. We limited our review to those areas specified in the audit scope section of the report.

Respectfully submitted,

Eloire, ). Hoole

ELAINE M. HOWLE
State Auditor

Date: January 24, 2008

Staff: ~ Dale A. Carlson, MPA, CGFM, Project Manager
Jonnathon D. Kline
Aaron Fellner
Crystal Labarinto
Richard J. Lewis, MBA

For questions regarding the contents of this report, please contact
Margarita Fernandez, Chief of Public Affairs, at (916) 445-0255.
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(Agency response provided as text only.)

California Energy Commission
1516 Ninth Street
Sacramento, CA 95814-5512

January 10, 2008

Elaine M. Howle*

State Auditor

Bureau of State Audits
555 Capitol Mall, Suite 300
Sacramento, CA 95814

Dear Ms. Howle:

The California Energy Commission appreciates the opportunity to provide comments on the draft report
titled, “Solar Energy: As the Cost of This Resource Becomes More Competitive With Other Renewable
Resources, Applications to Construct New Power Plants Should Increase!

First, we would like to express appreciation for the constructive and cooperative approach taken by your
staff in the many meetings with Energy Commission staff. We believe this facilitated an effective dialogue
and exchange of information between our two staffs. Second, we would like to offer comments that
provide additional contextual information we believe will help the Legislature and other readers of your
report better understand power plant and transmission permitting in California, including the permitting

of solar facilities. We understand that some of these comments may be beyond the scope of the audit, but
nonetheless believe they are relevant to the issues addressed in the report. We recognize the importance of
ensuring timely siting of solar and other renewable power plant projects in meeting the state’s Renewable
Portfolio Standard.

We think it is important that you identify the 15 projects the Energy Commission sited from 2002 to 2006
that were reviewed as part of the audit and the basis for selecting this group of facilities. We note that in

the prior audit performed by the Bureau of Audits on the Energy Commission’s siting program in 2001 that
you supplied a table showing the projects included in the audit. This information is critical to understanding
the reasons for the amount of time needed to process these 15 projects and in identifying the other
circumstances that resulted in delay in the project schedules.

We agree with your statement in the audit that “factors outside of the energy commission’s control, such

as developers failing to provide required information in a timely manner or making changes to the site or
design”are the primary causes of delays in project schedules. It is important that the Energy Commission be
in a position to explain, if asked, why the average time needed to process these 15 applications exceeded

12 months. As a point of reference, in the prior audit of our siting process the State Auditor found that “the
average approval time for applications over the past 11 years was 14 months. The 2001 audit also found that
“the energy commission is able to approve projects quicker than other permitting processes in California
because it combines activities that are performed consecutively under other processes.”We believe this
statement is still true.

* California State Auditor's comments appear on page 41.
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The electricity industry has undergone major changes between 2001 when the first audit was conducted

and today, which has had an impact on the time taken to process the applications. Prior to 2001, the great
majority of power plants were constructed by utilities to serve their customers or were cogeneration projects
with standard offer contracts. After the 2000-2001 energy crisis, the majority of power plans are owned and
operated by Merchant Generators who sell electricity via power purchase contracts. Financial institutions have
generally declined to finance a project that lacks a power purchase contract. Consequently, project developers
without a contract have often not vigorously pursued trying to obtain a license/approval in 12 months after
filing their applications, since the project was not going to proceed to construction without a contract. As a
result, the Commission’s requests for information from project developers frequently languished since there
was no sense of urgency on the part of the applicant. Despite this, between 2001 and today, 63 projects
totaling 23,946 megawatts (MW) of new power plants have been approved by the Energy Commission. Of that,
13 projects totalling 7,240 MW has not been constructed due to lack of power purchase contracts.

The audit notes that of the 15 projects reviewed, Blythe Il took the longest to review, 1246 days. While
perhaps outside the scope of the audit, we believe it is informative to mention the fact that Blythe |, a nearly
identical project previously approved by the Energy Commission and adjacent to Blythe II, was certified in
364 days. The difference in review time between the two projects was basically the result of the Blythe I
applicant not having a clear transmission path over which to deliver their electricity to the Southern
California load centers. It took nearly two years, not a few months, for the applicant to submit an approved
transmission interconnection study. While we do not object to including Blythe Il in your survey, we believe
everyone who reads the audit report needs to understand that a few projects with siting issues outside of
the control of the Energy Commission can significantly skew the average time it takes to process a power
plant application. A more representative number may have been the median review time for the 15 projects,
versus an average, given the unique circumstances of a small number of projects like Blythe II.

Finally, we would note that siting major energy infrastructure in California, whether power plants or
transmission lines, is complex and difficult, as your audit notes. To do so in 12 months is a significant
accomplishment, particularly where there is often significant local opposition to projects, and because

the high value we place on protecting public health and environmental quality often requires developing
mitigation measures beyond those proposed by project proponents. The Energy Commission remains
committed to working with project applicants, interested governmental agencies, other stakeholders, and
the public to ensure that applications are processed in as timely a manner as feasible while at the same time
ensuring an open and transparent licensing process.

Thank you again for the opportunity to provide comments on the audit report. Please contact Terrence O'Brien,
Deputy Director Energy Facilities Siting Division, at 916 654-3933 if you have any questions.

Sincerely
(Signed by: Melissa Jones)

MELISSA JONES
Executive Director



California State Auditor Report 2007-119

Comments

CALIFORNIA STATE AUDITOR’S COMMENTS ON THE
RESPONSE FROM THE STATE ENERGY RESOURCES
CONSERVATION AND DEVELOPMENT COMMISSION

To provide clarity and perspective, we are commenting on the
response to our audit report from the State Energy Resources
Conservation and Development Commission (energy commission).
The numbers below correspond with the numbers we have placed
in the margin of the energy commission’s response.

We do not believe that a table identifying the 15 nonsolar projects we
reviewed is necessary, as none are solar projects, which are the focus
of the audit; we provided the information regarding large thermal
power plants using nonsolar fuels only for comparative purposes.

The energy commission’s statement is overly broad. On page 32 we
noted several factors that caused delays in approving the two
applications we reviewed in more detail. Because the number

of applications we reviewed was small, we did not conclude, as

the energy commission asserts, that these factors generally are the
primary causes of delays in project schedules. We revised the text
on page 32 to more clearly limit the extent of our conclusion from
this review.

The average number of days necessary to approve the 15 projects we
reviewed and the median are very similar—674 days for the average
and 664 days for the median. Because there is little difference
between these two measures, we believe our use of the average

is appropriate.

January 2008
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Public Utilities Commission
505 Van Ness Avenue
San Francisco, CA 94102-3298

January 10, 2008

Elaine M. Howle*

State Auditor

Bureau of State Audits
555 Capitol Mall, Suite 300
Sacramento, CA 95814

Re: CPUC Comments on Solar Energy Audit
Dear Ms. Howle:

Thank you for the opportunity to respond to the draft audit on Solar Energy. We found the audit report to

be thorough and well written, and appreciate the inclusive process by which you carried out the audit. As
the audit report makes no recommendations, our response, below, is limited to: (1) providing information on
additional processes currently under way which may facilitate the interconnection of new solar (and other
renewable) projects to the grid, and which the Bureau may wish to consider referencing in the audit; and

(2) suggesting certain clarifying information.

ADDITIONAL INFORMATION
1. Renewable Energy Transmission Initiative (RETI)

The Renewable Energy Transmission Initiative (RETI) was launched to address the long-run challenge

of developing California’s renewable resources and transmission infrastructure in the most timely and
cost-effective way. Nearly all of the bids into the IOUs' 2007 RPS solicitations were for “new steel in the
ground."While the number of contracts signed and approved by the CPUC and the growing participation in
RPS solicitations indicate that the RPS procurement mechanism is working, many projects require upgrades
to the transmission network in order to come online.

Proactive renewable transmission planning requires “big picture”judgment and coordination between
transmission development and resource/procurement planning. RETI thus brings together the CPUC,
Energy Commission, California I1SO, IOUs, municipal utilities and other stakeholders in a three-phased
planning process.

Phase 1 of RETI consists of a thorough economic evaluation of the state’s developable renewable potential
and an identification of those areas - Competitive Renewable Energy Zones (CREZs) - that hold the greatest
potential for cost-effective renewable development. These CREZs will be ranked according to their value

to the state, and Phase 2 will develop conceptual transmission plans to access the highest-ranked CREZs.
Stakeholder involvement early in these processes will, among other things, help to refine a thorough
cost-effectiveness analysis and identify “show-stoppers”and hurdles with regards to project and transmission

* California State Auditor's comments begin on page 47.
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siting and permitting. Phase 3 will involve detailed analysis of specific transmission plans, the ultimate
outcome being the filing of one or more Certificates of Public Convenience and Necessity at the CPUC for
permission to construct the final transmission project(s).

RETI was launched on September 20, 2007 with the first meetings of the RETI Stakeholder Steering
Committee and Plenary Stakeholder Group. More information about RETI, including presentations from the
September 20 meeting and a Mission Statement detailing RETI's process and administrative structure, is
available on the RETI website, http://www.energy.ca.gov/reti/index.ntml.

@ 2. Interconnection Queue Reform

At the prompting of CPUC staff, the California ISO, the CPUC and other stakeholders are collaborating on

a proposal for FERC consideration that would allow the ISO to reform its Large Generator Interconnection
Protocols (LGIP), and potentially expedite the interconnection of thousands of MW of renewable capacity.
Details about the proposal are available in presentations prepared for a FERC technical conference and a
Joint Agency Energy Action Plan Meeting in December 2007. In short, the proposal aims to address many
of the current LGIP problems by allowing the ISO to geographically cluster current and future projects in
the queue and study joint transmission solutions for those clusters; to weed out speculative projects by
requiring a more stringent showing of project viability; to prioritize interconnection requests based on RPS
goals, procurement milestones and transmission cost-effectiveness; and to assign cost responsibility to
generators on a pro rata basis.

The ISO has established a schedule for stakeholder input into the reform proposal and expects to submit the
final proposal to FERC this coming March. LGIP reform is critical to meeting California's RPS goals, and the CPUC
looks forward to continued collaboration on this effort.

CLARIFYING INFORMATION

® 1. Page 4 — we suggest that the timeline be framed in terms of months rather than days, because we
typically refer to months instead of days for the environmental reports. Thus, we would suggest
changing the reference to 12 and 18 months, respectively, rather than 365 and 552 days.

@ 2 Page 7, second paragraph, line 3 — we suggest that the phrase “one of the State's power grid managers”
be changed to read, “the State’s largest power grid manager. The ISO is the largest power grid manager
in the state. Most other power grid managers in the state are municipalities which are much smaller
than the ISO.

(® 3. Page 37, first paragraph, line 10 — we suggest clarifying the sentence that reads, "According to a program
and project supervisor at the utilities commission, the certificate [of public convenience and necessity]
indicates that the line will provide increased reliability, meet an economic need or facilitate goals related
to renewable power, to read instead "According to the utilities commission a CPCN may be granted
where the line will provide increased reliability, be justified on economic grounds such as providing
access to lower cost power, or facilitate goals related to renewable power”
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4. Page 38, top paragraph, last sentence — we suggest clarifying the sentence that reads, "However, the
program and project supervisor indicated that the utilities commission generally works collaboratively
with federal agencies to conduct a joint environmental process,’ to read instead, “In such cases, the
utilities commission generally enters into a Memorandum of Understanding with the relevant federal
agency (usually BLM or the U.S. Forest Service) to collaboratively conduct a joint environmental process”

5. Page 38, first full paragraph, last sentence — we suggest clarifying the sentence to read,“In a case where
an I0OU requires a CPCN for a project which is undergoing environmental review at another state agency
(e.g. where the utility will own the generation intertie which connects a third party solar thermal
project to the transmission grid, the energy commission undertakes the environmental review for
both the solar thermal project and the intertie; the IOU's ownership of the intertie requires the utility to
obtain a CPCN from the utilities commission), although state law allows the submission of applications
to the utilities commission concurrently with applications to other agencies, it forbids the utilities
commission from approving projects until the application for the power plant receives approval from
the energy commission.

Alternatively, the Bureau may wish to consider modifying this paragraph to reflect the fact that the energy
commission may undertake environmental review of a developer’s solar thermal generation project
concurrently with the utilities commission’s environmental review of a network transmission project that
would facilitate the delivery of energy from such a generation project. Indeed, one of the goals of the RETI
process described above is to promote the development of renewable generation and the transmission
needed to deliver it on similar time lines, so that one does not lag the other.

6. Page 43, second paragraph, last sentence - we suggest clarifying the final sentence to read, “In addition,
although the utilities commission proactively contacted other agencies, including the City of Santa
Clarita, very early during the CEQA/NEPA process, the City of Santa Clarita provided comments to the
utilities commission very late in the process which proposed a new alternate route which would not
cross the city or the Santa Clarita Valley. The late proposal of the new alternate required consideration by
the utilities commission and delayed release of the environmental impact report”

We look forward to seeing the final report.
Sincerely,

(Signed by: Sid Quan for)

Paul Clanon

Executive Director
California Public Utilities Commission
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Comments

CALIFORNIA STATE AUDITOR’S COMMENTS ON THE
RESPONSE FROM THE CALIFORNIA PUBLIC UTILITIES
COMMISSION

To provide clarity and perspective, we are commenting on the
response to our audit report from the California Public Utilities
Commission (utilities commission). The numbers below correspond
with the numbers we have placed in the margin of the utilities
commission’s response.

We appreciate the utilities commissions’” information regarding
the Renewable Energy Transmission Initiative and its goals.
However, we did not include in our report information related
to this initiative because, as of the close of our fieldwork in
December 2007, its coordinating committee had not proposed
changes to the existing approval processes that we could review
or evaluate.

Based on information obtained from the California Independent
System Operator, we included information about recent actions
related to the interconnection process on page 21 of our report.

While preparing our draft report for publication, page numbers
shifted. Therefore the page numbers that the utilities commission
cites in its response do not correspond to the page numbers in our
final report.

On pages 13 and 29 of our report, we state that the CAISO controls
75 percent of California’s power grid. We do not believe that adding
this information to the page cited by the utilities commission is
necessary. (Section 8545 of California’s Government Code prohibits
the Bureau of State Audits from disclosing information before

an audit is completed. Because we redacted information related

to other agencies we audited from the draft audit report we
distributed for its review, the utilities commission did not have

this information.)

We amended our report to reflect these statements by the
executive director of the utilities commission. The executive
director’s statements slightly revised earlier statements provided
to the audit team by a program and project supervisor at the
utilities commission.

We amended slightly the text on page 31 of our report based on this
comment. However, we did not fully include the executive director’s
proposed change because the language is too technical in nature
and it did not affect the accuracy of the report.

January 2008
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While we appreciate the utilities commission’s suggestion, we do
not believe additional details related to the city of Santa Clarita

are necessary for our report. Documentation provided by the
utilities commission indicates that the time taken by the U.S. Forest
Service to review the draft environmental report was a larger
contributor to the delay in approving this project.



CC:

Members of the Legislature

Office of the Lieutenant Governor
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